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I. PURPOSE

The City of Seattle, Office of Economic Development (OED) is seeking an analysis of the
Broadway Neighborhood Business District that addresses the following primary goals:

» To assess current and anticipated market conditions for the area;

* To determine the financial feasibility for redevelopment of property in the
study area; and

* To determine which uses will best serve the community in accordance with
the goals set out in the neighborhood plan.

This study should be used to guide policy as well as a tool to facilitate and encourage private
investment in the district. The study will be part of a larger effort to revitalize the Broadway
neighborhood business district.

The City, and other stakeholders, should use the results of the study to prioritize
redevelopment strategies and timing of potential redevelopment projects.

II1. METHODOLOGY
Our approach to this assignment included the following major elements:

* An evaluation of the current and anticipated market for potential land uses in
the study area;

* Community Outreach with vested and interested parties;

= Selection of prospective sites for specific evaluation;

* Financial viability analysis of specific sites; and

* A community cost/benefit assessment.

GARDNER JOHNSON prepared this analysis using numerous City, State and Federal data sets.
Population growth estimates for the subject area were based on the net number of permits
issued, current housing stock make-up, historic growth in the area, and household sizes.
These estimates were then compared and verified with Claritas' data (a national demographic
data service) to check for reason.

Employment estimates were based on Puget Sound Regional Council FAZ data, business
activity within the area, and parcel data provided by the City. Income data was provided by
Claritas with real-dollar adjustments being made with the Western Urban Consumers CPI
provided by the Bureau of Labor Statistics.

Retail and Office Statistics were provided by CoStar. Rental Data was obtained from
Messrs. Dupre & Scott
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IV. EXECUTIVE SUMMARY

GARDNER JOHNSON was retained by the City of Seattle and the Downtown Seattle
Association to undertake a market and development financial feasibility analysis of the
Broadway Business District. Key findings of this analysis are as follows:

A.

EcoNoMIC HIGHLIGHTS

Over the last twenty years, the population in the Seattle has increased steadily
from an estimated population of approximately 494,000 in 1980 to
approximately 571,000 people in 2003.

The single most important reason for slower population growth in Seattle in
comparison to growth experienced in the wider metropolitan area is the lack of

readily developable land in the city.

The Broadway Business District is home to approximately 908 permanent

residents and 607 households.

Over the last 12 years, the area has seen its population increase by approximately
1.3% annually from 782 in 1990.

Over the next five years, Claritas estimates that the Broadway District will grow
by approximately 1% annually, or a total of 47 residents. Again, this is a
consequence of the difficulties of land assemblage, development of sites as well as
the restrictive nature of zoning. (This topic will be discussed in greater detail
later in this text.)

When comparing the larger Capitol Hill market with the Broadway District, it’s
obvious that the Capitol Hill market is more affluent than Broadway. According
to Claritas, the median household income in the Broadway District is
approximately 25% below that of Capitol Hill.

RESIDENTIAL REAL ESTATE HIGHLIGHTS

The sale of attached homes in the Capitol Hill market has mirrored that seen in
the greater, Central Seattle market. During the second quarter of 2003,
approximately 118 homes were sold in the market, only 11 of which were new
units.

Prices of new and resale attached homes in the Capitol Hill market have
remained relatively flat over the last couple of years. Currently, the average
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condominium in the market sells for around $220,000, with new units going for
a more substantial $313,000. This is not too surprising as there are still relatively
few attached products in the area. (The average quarterly sales velocity was only

76 unit sales.)

* The results of this analysis (detailed in Exhibit 9) indicate that there will be
demand for approximately 306 new, detached homes and 732 new, attached
homes in the central Seattle market over the next year.

* We do not anticipate that the marketplace will generate enough product to meet
net new demand.

*  Over the next five years, we expect the sale of homes within the Capitol Hill
market to remain strong. However, the number of new homes sold will very
greatly depend on the number constructed. Demand should outstrip supply.

C. RENTAL HOUSING

* Currently, vacancy in the Capitol Hill market sits at approximately 8.2%, with
the average apartment leasing for nearly $1,120 or $1.43 per square foot for
those units built after 1994.

* Rents average $829 and are down somewhat from their high at the end of
September 2002; however, in general they have demonstrated a strong upward
trend over the last several years.

* Future conditions in the Capitol Hill rental apartment market are highly
dependent on the level of construction activity in the market. Currently, the area
should be considered built out.

D. RETAIL CONDITIONS

*  On average, the area sees a vacancy of approximately 12.1%, which is noticeably
higher than that reported for the greater Central Seattle area.

*  Much of the vacancy comes in the small format properties, which seems to
indicate the inability of small businesses to maintain sales.

*  We attribute this to the lack of relevant retail outlets in the area. Demographic
shifts have led the area to a preponderance of specific types of retail that do not
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serve the greater Capitol Hill area residents, but merely those in the immediate
vicinity.!

E. OFFICE MARKET CONDITIONS

Across the Capitol Hill market, there was approximately 83,000 square feet of
space vacancy, representing a market vacancy of around 11.3%.

* Currently, Commercial Space Online estimates that there is more than 1.7
million square feet under construction and 4.1 million square feet in various
planning stages in the central Seattle market.

* Given this backdrop, new office development in the Broadway market should be
planned with caution and should only be undertaken after strong commitments
by tenants are made.

*  Given that, we would expect new space in the market could go for as high as $22
per square foot, triple-net; however, a more reasonable assumption would be
$16-$20 per square foot.

F. FINANCIAL PRO FORMA ANALYSIS

* The pro forma analyses attempt to model potential developments at the four identified
sites from the perspective of a developer. A number of assumptions have been made as
part of this analysis, which may vary substantively from those used by an individual
developer. As a result, conclusions reached by a developer with respect to the underlying
value of the property or viability of development may vary widely.

* The analysis indicates that the most viable residential development form in the current
market would likely be condominiums, which have a consistently more favorable yield.
Rental apartment yields are relatively low, with the provision of relatively costly
structured parking a key reason. Speculative office and retail space appear to work well
from a financial perspective, assuming low parking ratios and occupancy rates of 90% or
better. It should be noted that the assumed occupancy is significantly higher than
current market conditions.

* There are three primary areas in which current zoning restrictions represent a significant
impediment to realizing development/redevelopment in the district:

1 See Fxhibit 22
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0 Split Zoning - A number of sites in the area have split zoning, with
substantially more restrictive low-density residential zoning on the portions
of the site not facing Broadway. The setback and open space requirements in
these codes are not consistent with achieving urban mixed-use densities.
These requirements limit achievable density on these parcels substantially,
with the low-density residential codes precluding the development forms
necessary to deliver an urban density mixed-use project.

0 Parking Requirements — The current parking requirements in place in the
district, which require 1.1 to 1.25 spaces per unit, can substantively impact
viability of many development forms. We feel that these ratios are likely to
overstate project-induced demand in many cases. Urban density parking is
expected to be provided through relatively expensive structured parking, and
reduces the yield on many development types, particularly if the
requirements are excessive.

0 Height Restrictions — The current height restrictions in the NC3-40 zone
allow for four story structures under what we would expect are the most
viable development forms. The assumed densities associated with the current
zoning do not yield an adequate return in a number of the demonstration
sites modeled in our analysis, and consideration should be given to allowing
for higher density development forms.

0 The Lowrise 3 designation is not consistent with dense urban development
forms.

0 Open Space Requirements — The open space requirements have a dramatic
impact on the floor area that can be achieved within the structure. This
requirement is particularly difficult to meet on small parcels. While the
Broadway Station Area Overlay offers significant relief from these
requirements in the study area, additional effort should be made to reevaluate
these types of requirements and alternative means to address them.

* Residential parking requirements also represent a key obstacle to providing rental
apartment units in a mixed-use structure, as the cost of structured parking is difficult to
recover for this type of use. In light of the urban location and outstanding transit access
in the area, lower parking ratios are probably quite marketable in this district.
Alternative residential uses, such as senior-oriented units and special needs housing, can
require relatively low parking ratios.

* The split zoning codes represent a significant challenge to developing mixed-use projects
on the eastern edge of Broadway. The lowrise residential zoning code to the east largely
precludes development at workable densities, limiting the scale of developable parcels to
the NC3-40 zoned parcels facing Broadway. The highest and best use of these sites in
support of new mixed-use development is likely to be low-intensity surface parking, as
seen on the Bank of America parcel. The setback requirements and density restrictions
limit mixed-use solutions in the residential zones.

BROADWAY BUSINESS DISTRICT PAGE 6



The 40> height limitation, even with the 4’ to 7 discretionary adjustment, potentially
represents a limiting factor to achieving greater intensity of development. While the
height limit may be desirable from an urban design perspective, flexibility may be
desirable for upper floors with appropriate setbacks. The most viable of mixed-use
development under the achievable lease rate structure in the Broadway district is likely to
be wood frame construction over a concrete podium. This type of construction will
allow for a total of five stories of wood frame construction over a concrete podium. The
development scenarios evaluated assumed only four total stories in the NC3-40 zone due
to the height restrictions.

A number of the prototypical developments evaluated from a financial perspective
demonstrated a significant viability gap. This indicates that, under our assumptions, the
development would not yield a return adequate for a developer to justify the associated
risk. 'When evaluated assuming a greater height limit, many of these projects became
viable under our assumptions. Our analysis indicates that a shift to 65’ height limits
along Broadway would substantively increase the viability of mixed-use redevelopment in
the district. In addition, allowing higher densities and/or lower parking ratios can allow
developers to increase the affordability of units.

The scope of this assignment limited the permutations that were modeled, and we would
expect that developers would propose programs within the study area that may introduce
product types not evaluated in this analysis. The pro formas have been written to allow
flexibility to evaluate a number of permutations without major structural revision.

Mixed-use development, particularly redevelopment, is unusually challenging. There are
a number of areas in which the City of Seattle can actively encourage and enhance the
viability of this type of development. These include the following:

0 Financial incentives — Jurisdictions or agencies identifying mixed-used
development/ redevelopment have provided a number of financial incentives
to encourage this type of development. These have included waivers of fees
as well as property tax abatements.

0 Flexibility — Provide flexibility in the zoning codes, based more on
performance standards than strict adherence to code provisions.

0 Consistent zoning — The split nature of the zoning on many of the blocks
facing Broadway should be re-evaluated. If the code cannot be made
consistent, some level of certainty with respect to what will be allowed on
sites with split zoning designations should be easily available.
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G.

CoOST IMPACT ANALYSIS

New households residing in potential mixed-use development are estimated to create
anywhere from $2.5 million at Site One to $7.7 million at Site Four in direct, indirect
and induced (ripple effect) impacts by their annual spending patterns after taxes and
accounting for retail leakage to outside the central city area.2

Mixed-use resident spending rarely supports the scale of the retail space
component in mixed-use projects. In the selected Broadway parcels, residential
development on-site can be expected to support no more than 29% of annual
mixed-use retail commerce necessary for full retail space absorption, on average.

Mixed-use office development is also typically of greater scope than can be
supported by potential employment residing in related residential development.
Potential office development at selected Broadway parcels is significantly greater
than potential residential development, of which only a share of residents would
both participate in the labor force and likely be employed on-site.

Reliance on retail spending and office employment by households not residing in
the Broadway market area can create greater strain on parking capacity. Other
jurisdictions, particularly in Washington, have successfully utilized parking
subsidy to spur mixed-use redevelopment and address existing parking capacity
issues in their downtown areas.

Property value growth and assessed tax base, particularly in a dense central city
environment such as Seattle, can successfully be achieved by redevelopment
activity. Realization of property tax revenues, however, may vary depending upon
use of property tax abatement programs to spur development.

Other impacts associated with mixed-use redevelopment include achievement of
growth management goals, limited infrastructure capacity stress if not
enhancement of use in existing investment, enhanced safety perception and
public safety service cost reduction, and greater support in other existing central
city investment such as cultural, recreation and entertainment venues.

Development within the area is certain to assist with the negative impact
associated with the existing transient population. It is our opinion that, as has
indeed happened in other markets, that additional activity in the retail, general
commercial and residential markets increases the attractiveness of neighborhood
to potential investor.

Direct impacts reflect direct expenditures by businesses or residents, indirect impacts reflect the
increase in activity from suppliers and vendors, while induced reflects the increased household
spending activity associated with the general increase in activity.
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* Redevelopment can act as a catalyst for neighborhood revitalization, though it
can only be effective in tandem with active law enforcement and redevelopment
policy efforts such as the encouragement of increased development. In practice,
mixed-use redevelopment attracts new residents and businesses that will demand
higher levels of law enforcement presence than previously. The result is an
improved neighborhood via waning criminal element and growing presence of
local households. It must be noted, however, that private redevelopment efforts
alone do not solve crime problems. Coordination of law enforcement with grass-
roots neighborhood citizens' and business organizations can be successful;
redevelopment simply strengthens the neighborhood with which City police
must be a partner. Prior to more aggressive redevelopment policy efforts in San
Francisco's Market Street district, private redevelopment efforts often stalled
while the City's growing affordability crises only concentrated crime and
vagrancy in the Market Street corridor.

* The nature and extent of an areas improvement can be influenced by City
redevelopment policy, such as a commitment to a mix of redeveloped housing
affordability levels. Portland and San Francisco have set rigid affordability criteria
for redevelopment projects that benefit from tax abatements, subsidy or other
assistance. Portland has had success with some mixed-use projects in its Pearl
District urban renewal district, providing infrastructure assistance and property
tax abatements for housing units designated as "affordable” to middle- and lower-
income households. Two years ago, San Francisco designated Market Street as a
redevelopment zone with a commitment to a mix of housing affordability in
order to avoid complete gentrification of the corridor. It has since not only
reduced crime in the area, but upon rumors of the new redevelopment zone
designation, investors quickly snatched up undervalued and underutilized
properties to take advantage of eventual tax abatement.
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V. CONCLUSIONS & RECOMMENDATIONS

Throughout this analysis, input was requested, and offered, from the community
surrounding the Broadway business district. Input was gained from meetings held on the
10" July and 14" August, as well as team members attending other functions relating to the
Capitol Hill area that included various e-mail forums as well as conversations with
community leaders.

Unlike so many other jurisdictions, we found the Capitol Hill area to draw very high
attendance to public meetings. This is particularly refreshing and shows the commitment of
the residents to their area.

Without doubt, there are issues on Capitol Hill that mainly revolve around crime and the
overall delinquency of some fringe elements. In addition, the need to keep affordable
housing in the area is of great interest to many.

Our analysis has revealed numerous issues as well as reasons for the lack of development and
overall vitality in the area. We will go into these in greater detail later but one feels that the
neighborhood needs direction and a place to start. As such, we are pleased to make the
following recommendations:

1. THE RESIDENTIAL ENVIRONMENT — as we have seen in so many locations in the
country, there has been a demographic shift and greater propensity to live in an
urban environment. This has been perpetuated by not only an aging population,
but also issues with traffic congestion that are forcing people closer to where they
work.

Gentrification of an area represents a vast challenge as new residential
development is expensive and, therefore, higher priced than surrounding projects.
Within the goals of the Capitol Hill Neighborhood Plan, we note the desire to
maintain affordable rental housing stock as well as to increase the opportunities
for home ownership. This in itself creates a challenge as land prices/
development costs are particularly high that causes an issue in respect to increased
home ownership irrespective of today's’ interest rate environment.

As such, we feel that the best way in which to encourage development that
remains within the reach of existing residents will be in apartment development
through bonus density to projects that have an affordable component.

For sale condominium product on Capitol Hill will be priced at a discount to
other areas of the City such as Belltown or Queen Anne, however it is higher
than other neighborhoods in the City. It is important to encourage additional
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residential for-sale development as such development forms have an intrinsic
impact on the surrounding neighborhood in terms of retail as well as the
beneficial effects of additional presence in the form of pedestrian activity and
overall ambiance that assist in discouraging illegal activity.

Our financial analysis indicates that condominium development currently
represents the most viable residential development form in the district.
Encouraging this type of development benefits the district in a number of ways.
Residential development in the district increases localized buying power,
providing direct support to local businesses. In addition, increased residential
density along Broadway will increase “eyes on the street”, enhancing security.

2. THE RETAIL ENVIRONMENT — Gertrude Stein coined the popular phrase “There’s
no there, there” and we see that this is the case on Broadway. In as much as
median household incomes are high in the overall area, they drop
disproportionately as one gets closer to the core Broadway neighborhood.

According to our estimates, residents of the Capitol Hill market demanded
approximately $389 million in retail products during 2002. There is nothing
like that spent on Capital Hill which tells us that there is substantial demand
leakage to outside markets. Major areas of leakage are in the miscellaneous retail
and drugs businesses, apparel and accessories, and home furnishings. General
merchandise expenditures are substantial outside of the area that cannot be
overcome due to the “big box” nature of such stores and the lack of available land
to develop such a project.

Demographics are in place? for additional expenditures that are not occurring in
the neighborhood and there are several reasons for this. The lack of a
differentiated shopping experience is certainly an issue regardless of its somewhat
eclectic nature.

It is fully understood that the retail markets follow population growth, not the
other way around. It is imperative, therefore to encourage additional residential
development and, as that becomes established, one will find increasing interest in
retailers opening in the area.

3. THE OFFICE ENVIRONMENT — the need for office development is a function of
demand which, in turn, is a function of a growing economy. We feel that, in as
much as there are businesses that would like to locate themselves on the Hill, that
there will be little in the way of new demand until vacancy rates in the more
popular CBD locations lower themselves considerably.

3 See Exhibit 2
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While our analysis focuses on the viability and challenges associated with redevelopment in
the study area, it provides information useful for more broadly defined and established
public policy goals. The study area is within the First Hill/Capitol Hill Urban Center and
Broadway East is a Pedestrian Designated Street. The City’s Comprehensive Plan outlines a
series of goals and associated policies consistent with these designations, five of which are

summarized in the following table:

Goal/Policy | Summary Comments

Goal LG18 Identify and reinforce concentrations of Increasing the density of development in the
employment and housing locations that district through redevelopment would be
would support and have direct access to directly supportive of this goal.
regional high capacity transit system

Policy 122 Provide zoning and urban center villages, in | The NC3-40 zoning prevalent in the district
aggregate, to accommodate a broad mix of supports a relatively high density of
activity, and the densities of employment and | development, and probably the most viable
housing necessary to meet, at a minimum, intensity. The split-zoning of properties,
the urban center density standards of the most notably those designated Lowrise 3,
Countywide Planning Policies. precludes urban density development. In

addition, the open space requirements
decrease the density as well as the viability of
development in the district.

Goal LG68 Promote commercial areas with a Zoning restrictions limiting height, split
development pattern, mix of uses and zoning, minimum parking requirements and
intensity of activity generally oriented to requiring open spaces all conflict with
pedestrian and transit use by maintaining achieving a higher intensity of development
areas that already possess these characteristics | in the area. Encouraging transit use is the
and encourage the transition necessary in intent of this goal.
other areas to achieve these conditions.

Policy 1202 | Provide use and development standards for This goal is intended to encourage and
pedestrian oriented commercial zones which | support transit usage. Zoning restrictions
promote an environment conducive to limiting height, split zoning, minimum
walking and a mix of commercial and parking requirements and requiring open
residential uses that promote the goals for spaces all conflict with achieving a higher
these zones. intensity of development in the area.

Policy L205 | Establish special pedestrian districts with The minimum parking ratios for residential
additional development standards that may development within the district are not
vary to reflect different characteristics and considered to be consistent with a policy to
conditions of pedestrian-oriented commercial | favor pedestrian oriented district. This
zones in order to preserve or encourage policy argues that non-auto modes of
intensely retail and pedestrian-oriented transportation are to be favored. While it
shopping districts where non-auto modes of | may be desirable that projects be required
transportation to and within the districtare | to provide for parking demand they
strongly favored. generate, current parking ratios may

overstate that demand.

A primary focus of the City’s goals and policies within the district is support for pedestrian
oriented commercial districts. These goals were reinforced during community outreach
conducted as part of this process. The development/redevelopment projects evaluated in this
analysis are highly supportive of these goals and policies, providing increased residential and
employment density along major transit corridors. As noted previously, our analysis
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indicates four major areas in which the general viability of development/redevelopment in
the study area can be enhanced. The following table summarizes these areas, and
recommended actions that would increase the likelihood of redevelopment in the study area:

Split Zoning *  Reevaluate the appropriateness of split zoning of
parcels, particularly in common ownership. The
transition between zones should also be evaluated.

Parking Requirements *  Reduce minimum parking requirements to 1.0 space
per residential unit in the district.

*  Allow for lower parking ratios if a lower need or
hardship can be demonstrated.

Height Restrictions *  Provide more flexibility on project height, providing
design elements such as setbacks can mitigate for an
adverse urban design impacts.

Open Space Requirements *  Provide more flexible open space requirements, which
may include relief under certain circumstances or
offsite mitigation through improvements to public
open spaces in the district.

While increasing development and revitalizing the district were identified as key community
objectives, our community outreach raised a number of related issues. These included
potential gentrification and maintaining affordable housing.

The relationship between the prototypical redevelopment scenarios modeled in this analysis
and these issues is complex. The profile of housing evaluated is not significantly at variance
with current residential options in the area, and we would expect that the profile of
households in these projects would be consistent with the broader Broadway district. A
relationship between redevelopment of the district and gentrification is more likely to be
reflected in the general revitalization of the district over time. To the extent that new
development strengthens the demographics of the district, it will tend to improve the retail
climate and over time the retail offerings. As the attractiveness of the district increases, rent
levels and home pricing may also generally increase in the district as the commercial district
serves as a marketable amenity for local residents. In other words, revitalization of the
district will increase its attractiveness as a residential location, thereby increasing achievable
lease rates and sales prices in the area.
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VI. BASELINE ECONOMIC ANALYSIS

Seattle/Bellevue/Everett MSA4

The third quarter employment numbers in the Seattle metropolitan area indicate that
employment growth for the region will be negative in 2003. Employment contracted by
1.7% in the twelve months endlng n NET EMPLOYMENT CHANGE BY NAICS CLASSIFICATION
September, reflecting a reduction of 22,500

Construction

j (0] bS . Other Manufacturing
Aerospace Products & Parts
Losses were predominantly in Trade

TwU. 1/

Manufacturing (-13,000, total including
9,700 in aerospace), followed by Local
Government (-8,300 jobs), Education &

Software, Media & Telecom,

Financial Activities

PBMA. 2/

Health (-2,900 jobs) and Educasion & Hoelh 0

Construction/Mining (-1,800 jobs). The Leure & Hapiraiy 2400

remaining major employment classifications Osber S oo

reported either negligible losses or net gains Foder G poo

during the period. Job gains were most e e v
Local Gov. -8,300

pronounced in Financial Activities (3,000
jobs) and State Government (1,100 jobs).

-13,000 -11,000 -9,000 -7,000 -5,000 -3,000 -1,000 1,000 3,000 5,00

GARDNER JOHNSON expects the Seattle metro area economy to remain sluggish into the

coming year. Our current projections indicate that the Seattle metro area will contract by
0.5% in 2003, with positive growth of 1.4% in 2004 and 3.5% in 2005.

Detailed Employment Forecast

Last quarter we revised our 2005 Seattle area employment growth estimates from 3.5%
down to 2.8%. Following the sluggish third quarter we still feel that 2.8% growth is a
realistic projection for 2005, however, we have scaled down our prediction for 2004, from
1.6% to 1.4% in order to reflect recent market conditions. Since the first quarter of 2003,
Seattle has shown sluggishness that has forced nearly all forecasters to revise their
expectations downward, and we have done the same. The area still hasn’t been able to
benefit from the national upswing in the way that other regions in the country have done so.
That being said, we still believe that 2005 is going to be a very good year for Seattle and the
West Coast in general. All states that have strong ties to Asian economics are expected to see
good boosts in economic activity over the next two years.

4 Beginning in the first quarter of 2003, the Washington Employment Security Department began reporting industrial

employment data under the new North American Industrial Classification System (NAICS). The new system
permanently replaces the SIC categories. Most industrial classifications remain intact, while Transportation,
Communication & Public Utilities, Services and Retail have been divided into smaller categories to provide greater
specificity such as: Financial Activities, Information, and Leisure & Hospitality, which combines eating/drinking
establishments from SIC category Retail with lodging from SIC category Services. Further descriptions can be found at
the U.S. Bureau of Labor Statistics website: http://www.bls.gov/ces/ceswhatis.htm.

BROADWAY BUSINESS DISTRICT PAGE 14



Seattle Metro Area Fotecasted Empl by Sector
Empl Sector 2003 2004 2005 2006 2007 2008 2009 2010
Construction & Mining 77,084 80,090 83,867 85,878 87,889 89,901 91,912 93,923
Manufacturing 165,784 165,784 166,974 171,942 176,910 181,878 186,846 191,814
T.CP.U. 82,482 84,132 86,348 88,221 90,095 91,969 93,842 95,716
Retail/Wholesale Trade 318,152 322,924 336,549 342,948 349,346 355,745 362,144 368,542
F.LR.E. 88,440 89,103 88,882 89,961 91,039 92,118 93,196 94,275
Services 433,302 442,835 473,303 488,467 503,630 518,793 533,957 549,120
Government 205,121 207,172 195,754 199,683 203,613 207,543 211,473 215,403
Total 1,370,364 1,392,039 1,431,676 1,467,099 1,502,523 1,537,946 1,573,369 1,608,792
Rate 0.0% 1.6% 2.8% 25% 2.4% 2.4% 2.3% 2.3%

King County Forecast
Construction & Mining 64,502 67,017 70,280 71,966 73,651 75,337 77,022 78,708
Manufacturing 138,724 138,724 139,924 144,087 148,250 152,414 156,577 160,740
T.C.P.U. 69,019 70,400 72,359 73,929 75,500 77,070 78,640 80,210
Retail/Wholesale Trade 266,221 270,215 282,028 287,390 292,752 298,114 303,476 308,838
FIRE. 74,004 74,559 74,483 75,387 76,291 77,194 78,098 79,002
Services 362,576 370,553 396,628 409,335 422,042 434,749 447,456 460,163
Government 171,640 173,356 164,042 167,335 170,628 173,921 177,214 180,507
Total 1,146,686 1,164,823 1,199,745 1,229,429 1,259,114 1,288,799 1,318,483 1,348,168
Rate 0.0% 1.6% 3.0% 2.5% 2.4% 2.4% 2.3% 2.3%

Snohomish County Forecast
Construction & Mining 11,787 12,246 12,748 13,096 13,447 13,800 14,154 14,511
Manufacturing 25,349 25,349 25,380 26,221 27,067 27,918 28,774 29,635
T.CP.U. 12,612 12,864 13,125 13,454 13,785 14,117 14,452 14,788
Retail/Wholesale Trade 48,647 49,377 51,155 52,300 53,450 54,607 55,770 56,940
F.LR.E. 13,523 13,624 13,510 13,719 13,929 14,140 14,352 14,565
Services 66,255 67,712 71,942 74,491 77,055 79,635 82,229 84,839
Government 31,364 31,678 29,755 30,452 31,153 31,858 32,567 33,280
Total 209,537 212,852 217,615 223,733 229,886 236,075 242,299 248,558

0.2% 1.6% 2.2% 2.8% 2.8% 2.7% 2.6% 2.6%

1/ Transportation, Communication & Public Utilities
2/ Finance, Insurance, & Real Estate

SOURCE: State of Washington Employment Security & Gardner Johnson, LLC
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A. THE CITY OF SEATTLE

Over the last twenty years, the population in the Seattle has increased steadily from an
estimated population of approximately 494,000 in 1980 to approximately 571,000 people in
2003. Over this period, growth averaged approximately 0.6% annually in the City and
ranged from a negative growth rate of 0.1% in 1983 to a high of 1.3% recorded for 1992.
Generally speaking, annual population growth in Seattle has bounced between 0.5% and
1.3% since 1987.

During the same period, the population in the metropolitan area as a whole grew much more
quickly than it did in Seattle. Between 1980 and 2003, the metropolitan region population
has grown by approximately 863,000 persons, a total growth of 52.3% or approximately
1.9% annually. King County also grew more quickly than Seattle, showing an increase in
population of more the 409,000 persons or a total growth of 40.1%. Annual growth
averaged approximately 1.6%.

The following chart tracks the growth rates in the three jurisdictions discussed.

Population Growth Rate in Area Jurisdictions: 1980-2003
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As can be seen in the chart above, growth in King County and the Metro Area almost always
exceeded that experienced in the City of Seattle. There are several reasons for this higher
growth in the King County and other outlying areas of the Metropolitan region. Following
are some of these:
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* Land availability: The single most important reason for the slower population
growth in Seattle in comparison to growth experienced in the wider metropolitan
area in the lack of developable land in the city. Because Seattle was the first city to
urbanize in the metropolitan region, most of the land has already been developed to
some capacity. Because of this, development incurred through a redevelopment
program costs a great deal more in Seattle than it does in outlying, suburban
jurisdictions. Therefore, development of new, more efficient land uses is slower than
development on undeveloped land.  Also, because of Seattle's topographic
constraints, expansion into new land is not possible.

= Shifts in Employment: Over the last two decades, the Seattle metropolitan region
has experienced a major shift in employment concentration. This shift was due to
the rapid growth of Microsoft and other technology companies, which located in
outlying suburbs such as Redmond and Bellevue. The location of these companies
helped attract residents and new businesses to the suburbs, which allowed those
jurisdictions to record high population growth rates.

Capitol Hill Market Area

Greater Capitol Hill is defined by Interstate-5 on NG
the west, 23" Avenue Easton the east, Portage Bay ~TE
and Union Bay on the north, and Madison Street
on the south. Capitol Hill was given its name by
James A. Moore as he developed the
neighborhood south of Volunteer Park around
1900. Older neighborhoods include First Hill,
immediately east of downtown Seattle, and
Madison Park and Leschi, where cable cars once
connected with cross-lake ferries. The latter were
retired after completion of the original Lake
Washington Floating Bridge in 1940.
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Broadway Market Area

The Broadway Business District is generally defined as a block either side of Broadway, from
East Pike to the South and Roy to the North.
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